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Price discovery is perceived as the most important function of market, which is es-
sential for generating optimal resource allocation and risk distribution structures. Mak-
ing use of experimental methodology, this study investigated the performance of double
auction market institution both on the consumption commodity market and the financial
market in various information environment. On the consumption commodity market,
I introduced long run decisions into account and considered two types of production
technology, with one of them resulting in a unique long run competitive equilibrium
and the other one resulting in multiple long run equilibria. I documented the perfor-
mance of the market with double auction institution in leading producer/seller’s fixed
input decisions, generating trading prices and driving exchange between buyers and
sellers. The experimental results shew that, after several periods of repeated play, the
market can lead to allocation efficiency as high as what the long run equilibrium pre-
dicts, even in the multiple equilibria case. We also developed a model to depict the
bounded rationality in sellers fixed input decisions, and showed that a decision rule
with minimal rationality, coupled with repeated decisions, is enough to achieve high
long run allocation efficiency when markets use continuous double auctions.
As upon to financial markets, many studies in the literature have confirmed that
bubbles are common on experimental markets trading risky assets. This study surveyed
the theory for bubble formation and the empirical and experimental literature on bub-
ble detecting and testing, proposed a new model to depict the cyclical formation and
collapse dynamics of price bubble. Via the estimation of a time varying parameter in
the model, we can detect the time of formation, the duration, and the time of collapse
for a specific round of bubble in a time series.
Then this study investigated experimentally the effect of information structure on
bubble formation. The experiments shew that the effect of information structure on
bubble formation interacts with traders’ experience. The ranking on bubble size with
respect to the three information structure this study considered totally reversed when
unexperienced traders became experienced. This partially confirmed the theory on bub-
ble formation and supplied challenge to it as well.
Theoretically, this study confirmed the validity of the well known Hayek Hypothe-
sis in the long run economic environment, and further stretched the boundary for which
we know the Hayek Hypothesis holds by conducting experiments with multiple equi-














evolution. Practically, this study also supplied valuable insights on mechanism choice
during China’s marketization process, on regulation of markets suffering from prob-
lems of potential bubbles, and on individual investor’s portfolio choices.
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